Municipal Regulatory Reform: Will it
Help or Hinder Local Government
Investment Strategies

Total Return
Our approach



Yield vs Total Return
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Why total return

e Reflects true economic impact
e Gives us a return target to shoot at



Monthly returns for our index
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Why total return

* [mposes a discipline
 Makes us manage price risk



Our Index — Merrill 1-3 year Treasury

Index TEIYD

U.5. Treasuries, 1-3 Yrs
Inception:12/31/1975 ily Availability:10/31/1986
2/28 Rebalanc1ng

# of Issues 68
¥ Amount 2063997
ket Val 2107489
39908
Z 203
Full Value 2117391
Ea Val in r:.v-r-n 34-59[]
Risk Measures:

Spread Model: Current
i ] Spread s 2




Index

Merrill 1 — 3 year Treasury Index
Modified duration —1.812
Measure of price sensitivity

Instantaneous 100 bp change in interest rates means the
portfolio will change approx. 1.8% in market value



My portfolio duration

Index RPT
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Discipline

e Stay within 15% long/short index duration —
duration stays between 1.5 and 2

e Comfortable with price risk associated with
the duration of this particular index

e Avoids being too long or too short



Yield curve

GRAB Index TYC
Hit <PAGE> for more info or <MENU» for list of curves.
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Summary

TR makes us:

1. Cognizant of changes in market values

2. Disciplined in our approach to, and acceptance
of, price risk

3. Achieve a rate of return that is higher than
cash equivalents without accepting higher volatility
than we’re comfortable with
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